The ageing of populations is one of the main economic and social developments shaping the 21 st century. Population ageing affects welfare states, as it creates the need for reforms of pension-, healthcare-and social care systems, which will have reverberations for European welfare states and their labour markets, and the health and well-being of European citizens. Yet, ageing also yields new opportunities and benefits, raising important issues such as how societies can benefit longer from the talents of populations enjoying rising longevity, and how human resources can be maintained better during the entire life course. Since population ageing is proceeding more rapidly in Europe than in other continents, Europe can be expected to take the lead in social innovations aimed at adopting suitable policies for successful ageing.
The first theme, income security, is covered in chapters 2, 3 and 4. Broadly speaking, it involves many features of state-and occupational pension systems, risk sharing between generations, individual decisions on voluntary retirement savings (such as pension portfolio choice, housing assets), consumption patterns before-and after retirement, financial knowledge and planning during the life course. The most important ways to provide old-age financial security in Europe are government systems of old-age social security provision (first-pillar pensions), occupational pensions provided mainly through private pension funds (second-pillar pensions), and voluntary household savings for retirement -for example, through life insurance (third-pillar pensions). Also other forms of household saving may be used. A specific example is owner-occupied housing (which offers a vehicle for savings for retirement and may reduce housing costs in retirement, while also a reverse mortgage or the proceeds of selling the house can be used to finance [part of] the cost of living in old age). In some countries, financial support by family members also plays a role. The main question is how public policy can help to guarantee an adequate combination of these various ways of obtaining financial security in old age. On the one hand, people's preferences and opportunities vary, which is an argument for giving individuals their own responsibility and the freedom to make the best choices in their own situation. On the other hand, recent research has shown convincingly that people have great difficulty understanding financial products and making long-term plans, and seemingly do not make the decisions that are in their own best interests.
Chapter 2 discusses how European pension reforms are having an impact on the adequacy of retirement incomes. The authors also address the question of how household financial preparation for retirement can be improved by suitable public policies and by development of a suitable financial market. They hold the view that reforms are reducing future replacement rates, and that there is thus a need for additional discretionary savings. Reforms are also reducing annuitization, which leaves individuals more exposed to longevity risks. On the positive side, in general, the reforms have reduced incentives towards early retirement, introduced greater freedom of choice, and moved towards a betterdiversified pension design. There is as yet not enough evidence to support the conclusion that workers are working longer and saving more in response to a reduction in mandatory savings. It is also not clear whether the policy reforms will have (negative) unintended consequences: in the form of rising numbers of poor or -contrary to the intentions of pension reforms -in the form of larger future fiscal costs of supporting pensioners by income-related benefits.
